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paragraph is made in the manner pre-
scribed in subparagraph (6) of this
paragraph, the taxpayer includes a
statement, in writing, indicating that
the basis of such gift shares shall be
the fair market value of such gift
shares at the time they were acquired
by the taxpayer by gift and that such
basis shall be used in computing aver-
age basis in the manner described in
subparagraph (3) or (4) of this para-
graph. Such statement shall be effec-
tive with respect to gift shares ac-
quired prior to making such election
and with respect to gift shares acquired
after such time and shall remain in ef-
fect so long as such election remains in
effect.

(2) Determination of average basis. Av-
erage basis shall be determined using
either the method described in sub-
paragraph (3) of this paragraph (the
double-category method) or the meth-
od described in subparagraph (4) of this
paragraph (the single-category meth-
od). The taxpayer shall specify, in the
manner described in subparagraph (6)
of this paragraph, the method used.
Such method shall be used with respect
to an account until such time as the
election is revoked with the consent of
the Commissioner. Although a tax-
payer may specify different methods
with respect to accounts in different
regulated investment companies, the
same method shall be used with respect
to all of the taxpayer’s accounts in the
same regulated investment company.

(3) Double-category method—(i) In gen-
eral. In determining average basis
using the double category method, all
shares in an account at the time of
each sale or transfer shall be divided
into two categories. The first category
shall include all shares in such account
having, at the time of the sale or trans-
fer, a holding period of more than 1-
year (6-months for taxable years begin-
ning before 1977; 9-months for taxable
years beginning in 1977) (the ‘‘more-
than 1-year (6-months for taxable years
beginning before 1977; 9-months for tax-
able years beginning in 1977)’’ cat-
egory), and the second category shall
include all shares in such account hav-
ing, at such time, a holding period of 1-
year (6-months for taxable years begin-
ning before 1977; 9-months for taxable
years beginning in 1977) or less (the ‘‘1-

year (6-months for taxable years begin-
ning before 1977; 9-months for taxable
years beginning in 1977)-or-less’’ cat-
egory). The cost or other basis of each
share in a category shall be an amount
equal to the remaining aggregate cost
or other basis of all shares in that cat-
egory at the time of the sale or trans-
fer divided by the aggregate number of
shares in that category at such time.

(ii) Order of disposition of shares old or
transferred. Prior to a sale or transfer
of shares from such an account, the
taxpayer may specify, to the custodian
or agent having custody of the ac-
count, from which category (described
in subdivision (i) of this subparagraph)
the shares are to be sold or transferred.
Shares shall be deemed sold or trans-
ferred from the category specified
without regard to the stock certifi-
cates, if any, actually delivered if,
within a reasonable time thereafter,
confirmation of such specification is
set forth in a written document from
the custodian or agent having custody
of the account. In the absence of such
specification or confirmation, shares
sold or transferred shall be charged
against the more-than-1-year (6-
months for taxable years beginning be-
fore 1977; 9-months for taxable years
beginning in 1977) category. However, if
the number of shares sold or trans-
ferred exceeds the number in such cat-
egory, the additional shares sold or
transferred shall be charged against
the shares in the 1-year (6-months for
taxable years beginning before 1977; 9-
months for taxable years beginning in
1977)-or-less category. Any gain or loss
attributable to a sale or transfer which
is charged against shares in the more-
than-1-year (6-months for taxable years
beginning before 1977; 9-months for tax-
able years beginning in 1977) category
shall constitute long-term gain or loss,
and any gain or loss attributable to a
sale or transfer which is charged
against shares in the 1-year (6-months
for taxable years beginning before 1977;
9-months for taxable years beginning
in 1977)-or-less category shall con-
stitute short-term gain or loss. As to
adjustments from wash sales, see sec-
tion 1091(d) and subdivisions (iii) (c)
and (d) of this subparagraph.

(iii) Special rules with respect to shares
from the 1 year-or-less category. (a) After
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the taxpayer’s holding period with re-
spect to a share is more than 1-year (6-
months for taxable years beginning be-
fore 1977; 9-months for taxable years
beginning in 1977), such share shall be
changed from the 1-year (6-months for
taxable years beginning before 1977; 9-
months for taxable years beginning in
1977)-or-less category to the more-than
1-year (6-months for taxable years be-
ginning before 1977; 9-months for tax-
able years beginning in 1977) category.
For purposes of such change, the basis
of a changed share shall be its actual
cost or other basis to the taxpayer or
its basis determined in accordance with
the rules contained in subdivision (b)(2)
of this subdivision (iii) if the rules of
such subdivision (b)(2) are applicable.

(b) If, during the period that shares
are in the 1-year (6-months for taxable
years beginning before 1977; 9-months
for taxable years beginning in 1977)-or-
less category some but not all of the
shares in such category are sold or
transferred, then—

(1) The shares sold or transferred (the
basis of which was determined in the
manner prescribed by subdivision (i) of
this subparagraph) shall be assumed to
be those shares in such category which
were earliest purchased or acquired,
and

(2) The basis of those shares which
are not sold or transferred and which
are changed from the 1-year (6-months
for taxable years beginning before 1977;
9-months for taxable years beginning
in 1977)-or-less category to the more-
than-1-year (6-months for taxable years
beginning before 1977; 9-months for tax-
able years beginning in 1977) category
shall be the average basis of the shares
in the 1-year (6-months for taxable
years beginning before 1977; 9-months
for taxable years beginning in 1977)-or-
less category at the time of the most
recent sale or transfer of shares from
such category. For such purposes, the
average basis shall be determined in
the manner prescribed in subdivision
(i) of this subparagraph.

(c) Paragraph (a) of § 1.1091–2 contains
examples which illustrate the general
application of section 1091(d), relating
to unadjusted basis in the case of a
wash sale of stock. However, in the
case of certain wash sales of stock from
the 1-year (6-months for taxable years

beginning before 1977; 9-months for tax-
able years beginning in 1977)-or-less
category, the provisions of section
1091(d) shall be applied in the manner
described in subdivision (d) of this sub-
division (iii).

(d) In the case of a wash sale of stock
(determined in accordance with the
provisions of section 1091) from the 1-
year (6-months for taxable years begin-
ning before 1977; 9-months for taxable
years beginning in 1977)-or-less cat-
egory which occurs after the acquisi-
tion of shares of stock into such cat-
egory, the aggregate cost or other basis
of all shares remaining in the 1-year (6-
months for taxable years beginning be-
fore 1977; 9-months for taxable years
beginning in 1977)-or-less category
after such sale shall be increased by
the amount of the loss which is not de-
ductible because of the provisions of
section 1091 and the regulations there-
under. The provisions of this subdivi-
sion may be illustrated by the follow-
ing example:

Example. Assume the following acquisitions
to, and sale from, the 1-year (6-months for
taxable years beginning before 1977; 9-
months for taxable years beginning in 1977)-
or-less category:

1-YEAR (6-MONTHS FOR TAXABLE YEARS BEGIN-
NING BEFORE 1977; 9-MONTHS FOR TAXABLE
YEARS BEGINNING IN 1977)-OR-LESS CAT-
EGORY

Date Action
Num-
ber

shares

Price/
share

Aggre-
gate

1–5–71 ........... Purchase ....... 10 $110 $1,100
2–5–71 ........... ......do ............. 10 100 1,000
3–5–71 ........... ......do ............. 10 90 900

Average ......... ........................ 30 100 3,000
3–15–71 ......... Sale ............... 10 90 900

Loss ............... 10 10 100

In this example, the unadjusted basis of
the shares remaining in the account after
the sale is $2,000 (aggregate basis of $3,000 be-
fore the sale, less $1,000, the aggregate basis
of the shares sold after the averaging of
costs). The adjusted basis of the shares re-
maining in the 1-year (6-months for taxable
years beginning before 1977; 9-months for
taxable years beginning in 1977)-or-less cat-
egory after the sale and after adjustment is
$2,100 (the unadjusted basis of $2,000, plus the
$100 loss resulting from the sale).

(4) Single-category method—(i) In gen-
eral. In determining average basis
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using the single-category method, the
cost or other basis of all shares in an
account at the time of each sale or
transfer (whether such shares have a
holding period of more than 1 year (6
months for taxable years beginning be-
fore 1977; 9 months for taxable years
beginning in 1977) or 1 year (6 months
for taxable years beginning before 1977;
9 months for taxable years beginning in
1977)-or-less) shall be used in making
the computation. The cost or other
basis of each share in such account
shall be an amount equal to the re-
maining aggregate cost or other basis
of all shares in such account at the
time of the sale or transfer divided by
the aggregate number of shares in such
account at such time.

(ii) Order of disposition of shares sold
or transferred. In the case of the sale or
transfer of shares from an account to
which the election provided by this
paragraph applies, and with respect to
which the taxpayer has specified that
he uses the single-category method of
determining average basis, shares sold
or transferred shall be deemed to be
those shares first acquired. Thus, when
shares are sold or transferred from an
account such shares will be those with
a holding period of more than 1 year (6
months for taxable years beginning be-
fore 1977; 9 months for taxable years
beginning in 1977) to the extent that
such account contains shares with a
holding period of more than 1 year (6
months for taxable years beginning be-
fore 1977; 9 months for taxable years
beginning in 1977). If the number of
shares sold or transferred exceeds the
number of shares in the account with a
holding period of more than 1 year (6
months for taxable years beginning be-
fore 1977; 9 months for taxable years
beginning in 1977), any such excess
shares sold or transferred will be
deemed to be shares with a holding pe-
riod of 1 year (6 months for taxable
years beginning before 1977; 9 months
for taxable years beginning in 1977) or
less. Any gain or loss attributable to
shares held for more than 1 year (6
months for taxable years beginning be-
fore 1977; 9 months for taxable years
beginning in 1977) shall constitute
long-term gain or loss, and any gain or
loss attributable to shares held for 1
year (6 months for taxable years begin-

ning before 1977; 9 months for taxable
years beginning in 1977) or less shall
constitute short-term gain or loss. For
example, if a taxpayer sells or transfers
50 shares from an account containing
100 shares with a holding period of
more than 1 year (6 months for taxable
years beginning before 1977; 9 months
for taxable years beginning in 1977) and
100 shares with a holding period of 6
months or less, all of the shares sold or
transferred will be deemed to be shares
with a holding period of more than 1
year (6 months for taxable years begin-
ning before 1977; 9 months for taxable
years beginning in 1977). If, however,
the account contains 40 shares with a
holding period of more than 1 year (6
months for taxable years beginning be-
fore 1977; 9 months for taxable years
beginning in 1977) and 100 shares with a
holding period of 1 year (6 months for
taxable years beginning before 1977; 9
months for taxable years beginning in
1977) or less, the taxpayer will be
deemed to have sold or transferred 40
shares with a holding period of more
than 1 year (6 months for taxable years
beginning before 1977; 9 months for tax-
able years beginning in 1977) and 10
shares with a holding period of 1 year
(6 months for taxable years beginning
before 1977; 9 months for taxable years
beginning in 1977) or less.

(iii) Restriction on use of single-cat-
egory method. The single-category
method of determining average basis
shall not be used where it appears from
the facts and circumstances that a pur-
pose of using such single-category
method is to convert long-term capital
gains or losses to short-term capital
gains or losses or to convert short-term
capital gains or losses to long-term
capital gains or losses.

(iv) Wash sales. The provisions of sec-
tion 1091(d) (relating to unadjusted
basis in the case of a wash sale of
stock) and the regulations thereunder
shall apply in the case of wash sales of
stock from an account with respect to
which the single-category method of
determining average basis is being
used.

(5) Definition. (i) For purposes of this
paragraph, a regulated investment com-
pany means any domestic corporation
(other than a personal holding com-
pany as defined in section 542) which
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